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KEY ECONOMIC INDICATORS —- SWITZERLAND 
(in millions of Swiss Francs unless noted) 
Projected 
1985 1986 1987 1988 


Domestic Economy 


Population (millions) 6.48 6.50 6.57 6.59 
Population growth (%) 0.3 0.3 0.7 6.3 
GDP at current prices 227.760 242.945 254,820 258.133 
Per Capita GOP 

(SF current prices) 35.148 37.100 39.000 39.170 
GDP % change (1970 = 100) 4.0 2.8 2.5 1.3 
Consumer price index 

% change 3.4 0.8 1.4 3.7 


Production and Employment 


Industrial production 

% change 6.0 
New industrial orders 

(1975 = 100) % change 6.0 
Industry and services labor 

force (1.000) 2.961 
-- Of which foreign 716 
Unemployment 
(average % for year) 1.0 


Exports of goods (fob) 66.624 68.300 
imports of goods (cif) 74,750 77.300 
Trade Balance -8.126 ~9.000 
Current Account Balance 12.377 N/A 
Foreign Exchange Reserves 

(yr end) 38.134 N/A 
Average Exchange Rate 

($ for yr) 2.45 ‘ ‘ 1.38(a) 


Foreign investment in Switzerland 


U.S. (cumulative in 
millions) $16,230 $17,500 





Projected 
1986 1987 1988 


U.S. Swiss Trade 


Swiss Imports from U.S. 4,391 3.970 
Swiss Exports to U.S. 6.871 6,343 
U.S. Trade Balance -2.,480 -2,373 
U.S. % of Total Swiss Imports 5.9 5.4 
U.S. % of Total Swiss Exports 10.3 9.5 


Principal Swiss Imports from U.S. in 1987 (SF Million): 


Industrial machinery (487). aircraft and aircraft parts (445). EDP 
equipment (412). precious stones and jewelry (486). electrotechnical 
machinery (294). optical and medical apparatus and instruments 
(287). organic chemicals (195). motor vehicles (139). plastic 
materials (102). cotton (64). 


Industrial machinery. including machine tools and textile machinery 
(1.488): organic chemicals. pharmaceuticals, dyestuffs (876): 
watches (789): industrial process equipment. medical! and optical 
instruments (425): power equipment and electrotechnical machinery 
(386): jewelry (338): hand tools (133). 


(a) Average first quarter 1988 


Sources: Die Volkswirtschaft: Wirtschaftsspiegel: Monatsberichte. 
Schweizerische Nationalbank (current account balance): 
Jahresstatistik des Aussenhande! der Schweiz: Survey of Current 
Business, U.S. Department of Commerce. 





1. SUMMARY 


The Swiss economy continues to perform in a most satisfactory 
fashion. Confounding most experts who had downgraded 1987 economic 
projections following the October stock market meltdown, the Swiss 
economy surprisingly strengthened in the fourth quarter, lifting 
Swiss GDP growth to 2.5 percent for the year. The main stimulus to 
economic growth in 1987 was gross fixed investment. which included 
heavy capital goods purchases. a remarkable revival in the 
construction industry. and installation of labor saving devices in 
the service sector. 


Some weakening in overall economic performance is expected in 1988. 
Lower growth is anticipated in Western Europe. Switzerland’s major 
export market. Swiss exporters face a difficult period due to the 
overall appreciation of the Swiss franc (SF) since 1985 and will 
have to adapt to lower price margins to remain internationally 
competitive. Private domestic consumption. with virtual full 
employment and higher real wages. is expected to strengthen as the 
household sector enters 1988 with disposable income at higher levels. 


In 1987. U.S. exports to Switzerland exceeded $3 billion. making it 
our seventh largest export market in Europe. The U.S. market share 
remained stable. although U.S. exports in Swiss franc terms 
increased over the preceding year for the first time since 1983. 

The dollar’s decline has made goods cheaper in Switzerland. 

However. price alone is not enough to entice Swiss buyers. The 
Swiss place a high premium on quality and reliability. including 
after-sales service. A long-term commitment to the Swiss market 
must be demonstrated by U.S. exporters. In 1987 the U.S. Department 
of Commerce placed Switzerland in a more favorable status as 
recipients of items on the export control list. thus easing the 
granting of U.S. export licenses. U.S. exporters should be alert to 
opportunities presented by this development. In addition, as many 
Swiss firms are flush with cash or feeling a price squeeze in 
exports induced by the high value of the Swiss franc, they are 
seeking investment opportunities abroad. U.S. state and municipal 
authorities are therefore targeting Switzerland as a potential 
investor in their areas. 


2. ECONOMIC PERFORMANCE AND OUTLOOK 





In the fourth quarter of 1987. domestic demand and exports rebounded 
lifting Swiss GDP growth for the year to 2.5 percent. Gross Fixed 
Investment expenditures, which expanded by 6.7 percent. were the 
lead growth sector for the 2nd consecutive year. 


Vigorous investment expenditure, which has been under way since 
1983. is attributed to an ongoing modernization of the Swiss 
economy. This is especially the case in the service sector, in 
which the installation of laborsaving equipment is being used to 
compensate for a chronic shortage of qualified workers. Private 
consumption expanded by only 1.6 percent, down from an exceptionally 
high (for Switzerland) level in 1986. Public consumption grew by 
just 1.8 percent. the lowest level since 1984. Goods and Services 





exports were up only 0.8 percent. which was. nevertheless. an 
improvement from the 0.2 percent level of 1986. Included in the 
annual export figure is a 6.6 percent surge recorded in the fourth 
quarter. Imports of goods and services recorded 6 percent real 
growth, the 5th consecutive year in which they have exceeded overal| 
GDP growth. Finally. it should be mentioned that in 1987 inventory 
change (which also includes errors and omissions) recorded an 
exceptionally large increase. 


Industrial production grew by just 1 percent in 1987 and orders were 
up by 3 percent. However, both indices recorded very sizeable 
increases in the fourth quarter. The unemployment rate averaged 0.8 
percent for the year. which included a 0.7 percent rate recorded in 
the third quarter. Inflation performance was once again favorable 
with the CPI up by just 1.4 percent. 


The 1988 outlook is for some weakening in overall economic 
performance. With lower growth anticipated in Switzerland’s major 
export market (Western Europe) and as a consequence of the Swiss 
francs’ overall appreciation since 1985. it is difficult to foresee 
much strengthening in exports. While indications are that 
investment demand will remain strong. it is unlikely to match 1987s 
level. Private consumption could be expected to strenthen. as the 
household sector enters 1988 with real disposable income and cash 
balances at higher levels. Public consumption growth should also be 
up. though no major strengthening is anticipated. Import growth is 
not likely to remain at the high levels of the past several years. 
Overall. GDP performance is not expected to exceed 1.5 percent. 
Inflation could rise to about the 2 percent level. as any further 
appreciation of the franc. with its favorable impact on import 
prices, is not expected to match that of the past few years. 
Finally. the unemployment rate could be expected to increase 
marginally with the slowdown in GDP. However, this would not 
preclude continued shortages in certain job skills and sectors. 


3. MONETARY AND FISCAL POLICIES 

Subsequent to the stock market crash of October 1987. the Swiss 
National Bank (SNB) moved to increase the liquidity of the banking 
system. One consequence of this was to contribute to an 
overshooting of SNB‘s primary monetary target which had originally 
been set at 2 percent for the year. For 1988. a target of 3 percent 
has been set. just above 1987s actual result. SNB officials have 
stated that a major consideration in setting monetary growth 
objectives is a concern that the Swiss franc not overly appreciate 
relative to the German mark. The monetary authorities have also 
reiterated that their primary objective remains the suppression of 
inflation and have indicated a readiness to tighten policy if 
conditions warrant. 


For 1987, the government's budget submission had projected a general 
government (federal, cantonal and local) deficit of 1.6 billion SF. 
iowever, this included a small federal surplus projection and 
instead a 1.1 billion SF surplus has been realized. While final 





results for the other two levels of government are not yet in, it 
seems probable that an overall surplus was recorded. The 1988 
budget projects an 1.2 billion SF federal surplus and overall 0.6 
billion SF deficit. While Swiss economic policymakers do not view 
fiscal policy as being an anticyclical tool, the favorable balances 
experienced in the past few years seem to leave room for stepped up 
spending if such were deemed desirable. 


4. BALANCE OF PAYMENTS 


External trade is of crucial importance to the Swiss economy as 
exports currently account for 26 percent of GDP. and imports are 
equivalent to over 29 percent of GDP. Reflecting its lack of 
natural resources, Switzerland traditionally runs a merchandise 
trade deficit: however. this is more than paid for by surpluses in 
services and earnings on capital. 


On a balance-of-payments basis. in 1987 the merchandise trade 
deficit was recorded at 7.7 billion SF up by about 1 billion SF from 
1986. The increased deficit was the result of an increase in 
exports of less than 0.4 billion SF while imports increased by over 
1.5 billion SF. By geographic area, exports to the European 
Community (EC) recorded the only sizeable increase. In terms of 
product category. exports of the metallurgical industry and of 
chemicals were up some. while textiles and clothing recorded value 
declines. On the import side. by region. a 1.5 billion SF increase 
in imports from the Federal Republic of Germany matched the global 
increase. By product category, major increases in imports of 
investment and consumer goods were recorded, while for the 2nd 
consective year the Swiss franc value of imports of raw materials 
and semimanufactures and of energy products decreased. 


Overall the current account recorded a 10.4 billion SF surplus 
compared to 12.1 billion SF in 1986. Along with the trade balance 
deterioration, contributing to this less positive result was a 
sizeable rise in outward labor remittances. The largest positive 
item in the balance was earnings on capital which recorded a 15.5 
billion SF surplus. 


5. AGRICULTURAL ECONOMY AND POLICY 


Swiss agricultural production suffered from adverse weather in 198/, 
and overall self-sufficiency remained at about the 65 percent level. 


Agricultural policy remained an important political issue. with two 
significant developments since the last report. In January 1988 the 
Federal Council responded to the demands of Swiss farmers by 
announcing a package of measures designed to increase farm income by 
400 million SF per year. This carefully constructed package (part of 
an annual exercise in addressing recommendations by the Swiss 
Farmers’ Union) granted just enough farm demands to defuse growing 
unrest, while not alienating consumers. 





Of greater long-term significance, the Federal Council published in 
February 1988 its proposed legislative program for 1987-91. The 
initial reaction of the agricultural community has been one of 
concern, specifically regarding proposals for a revision of existing 
legislation to permit “generalized” direct payments to farmers. and 
a proposed review of the system for calculating parity income for 
farmers (with urban workers). The study is reportedly based on a 
series of assumptions. including the assumption that it will be 
impossible to “indefinitely strengthen measures to limit 
agricultural imports.” 


In anticipation of a EC integrated market by 1992. there is growing 
discussion of Switzerland's need to negotiate further trade 
agreements with the EC, and even perhaps one day to apply for 
membership. This is of great concern to Swiss agriculture because 
of studies which indicate that EC membership would drastically 
reduce the value of Swiss agricultural production by as much as 

3 billion SF per year. and eliminate 50 percent of Swiss farms. 
Although this issue is treated cautiously by high Swiss officials. 
there is usually a calculated ambivalence in their statements. 


One effect of Switzerland’s concerns about future trade with the EC 
is already clear. To the extent possible. Switzerland will 
harmonize its technical agricultural regulations with those of the 
Community. 


6. COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 





The overall Swiss market has an importance that far outweighs the 
country’s relatively small population. In 1987, U.S. exports to 
Switzerland exceeded $3 billion. making it our seventh largest 
export market in Europe. behind Italy. but ahead of Spain. 
Moreover. in 1987, the value of U.S. exports to Switzerland in Swiss 
franc terms registered an increase over the preceding year for the 
first time since 1983. The U.S. share of the Swiss import market 
remained stable. This improved performance reflects the increased 
competitiveness of U.S. suppliers. thanks to substantial dollar 
depreciation in addition to the high regird in which the Swiss hold 
many U.S. high-tech products. 


The Swiss market is mature and sophisticated. Swiss economic 
performance is not given to spectacular leaps and bounds. but 
reflects the character of the people--steady. sure. and deliberate. 
The absence of a high degree of economic growth means that U.S. 
suppliers must compete vigorously against other foreign suppliers to 
increase sales and market share. The dollar’s decline has produced 
a competitive edge on pricing for many U.S. products. However, 
price advantage alone is often not enough to cause Swiss buyers to 
switch to U.S. suppliers. Exchange rates vary. Today’s low dollar 
may become high tomorrow. The Swiss place a high premium on quality 
and reliability. including after-sales service. U.S. exporters must 
therefore demonstrate a long-term comuitment to the Swiss market. 
This should include appointing an agent or distributor. A local 
representative is. in most instances, essential to reassure 
customers that the U.S. firm will service its product. 
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For most Swiss firms, exporting is necessary for survival. 
Containing costs is an imperative. especially in view of the 
country’s high wage structure and tight labor market. This 
situation is ideal for American producers of high-technology 
products that can help to lower costs and increase efficiency. U.S. 
exporters should be aware that. in 1987. the U.S. Department of 
Commerce placed Switzerland in a more favored status, making it 
easier to obtain licenses for items on the export control list. 


The Foreign Commercial Service located at the U.S. Embassy in Bern 
and the U.S. Consulate General in Zurich are well placed to assist 
U.S. companies seeking to enter the Swiss market. The following 
promotion program is designed to provide U.S. firms with market 
exposure and sales opportunities. 


September 1988 Interferex (Hardware) 

October 1988 Travel Trade Workshop (Tourism) 

November 1988 IFAS (Medical Instruments) 

January 1989 Visit U.S.A Seminar (Tourism) 

January 1989 Invest in U.S.A Seminar 

February 1989 IntelCom (Telecommunications) 

March 1989 Printemps Informatique (Computers) 

April 1989 Montreux Direct Marketing Symposium 
(Direct mail, etc.) 

May 1989 Meet America Business Meetings 

May 1989 Fleximation (Robotics, Factory 

Automation) 
June 1989 Technobank (Computer Systems, etc.) 


7. FOREIGN INVESTMENT 


Swiss regulations regarding foreign investment generally accord 
national treatment to foreign firms. Restrictions principally 
concern the purchase of real estate by foreign individuals and 
limiting the number of workers. Neither of these restrictions 
seriously affects business operations. In addition to direct 
investment. many Swiss firms are open to licensing and 
joint-venture opportunities. 


As of year-end 1987, U.S. direct investment in Switzerland had 
an estimated book value of $17.5 billion. representing 

7 percent of total U.S. investment abroad. This investment 
comprises 627 companies. employing over 100.000 workers. At 
the same time, Switzerland ranks fifth in importance as a 
foreign investor in the United States with $13.7 billion. 
comprising 502 firms. 


Many Swiss firms find themselves in a favorable cashflow 
position, in part. thanks to the high value of the Swiss 

franc. They are using their new found muscle to seek 
investment opportunities abroad. Hoffmann-—LaRoche's 
multibillion dollar hostile takeover bid for Sterling Drug. 
although frustrated, is an example of this trend. In addition. 





many smaller Swiss firms are feeling a price squeeze induced by 
the increasing exchange value of the Swiss franc and 
considering establishing operations in the United States in 
order to conserve markets previously supplied through direct 
exports. As a result. Switzerland has become a target for 
state and municipal organizations eager to attract investment 
to their area. 


8. TRAVEL U.S.A 


The United States has become the favorite overseas destination 
for Swiss travelers. In 1987, nearly 240.000 Swiss (over 4 
percent of the population) visited the United States. This 
year is likely to witness an increase of 15 percent over 1987. 


A study conducted by a local business school estimates that the 
average Swiss tourist to the United States stays 2 weeks and 
spends $2,500. exclusive of travel. This means that the 
United States may have earned as much as $600 million from 
Swiss tourism last year and may earn $700 million during the 
current year. 


The affluent Swiss like to travel individually and often seek 
offbeat destinations. U.S. travel firms should consider paying 
attention to this market through local agents or 
representatives. Tour operators, airlines. hotels and other 
organizations serving the tourist industry may participate in 
annual travel promotion events taking place in Switzerland. 

The Foreign Commercial Service in Bern organizes two of these 
events--the Travel Trade Workshop in Montreux and the Visit USA 
Seminars in Montreux and Zurich. 


9. AGRICULTURAL TRADE 


Swiss agricultural imports (as defined by the Office of 
Agricultural Affairs in the U.S. Embassy) declined 1.5 percent 
in 1987 to 8.1 billion SF. However, measured in dollars. 
agricultural imports were up by almost 14 percent to $5.2 
billion. Since most of such imports are assumed to be 
denominated in dollars. and since world agricultural commodity 
prices remained depressed in 1987, it is likely that the real 
quantity of Swiss agricultural imports increased in 1987. 


Imports of agricultural products from the United States. 
however, increased only 2 percent and accounted for the 
smallest share of Swiss agricultural imports in over a decade. 
In both 1977 and 1987. the value of such imports from the 
United States was $212 million. However, in 1987 that value 
accounted for only 4.1 percent of total Swiss agricultural 
imports, compared to 8.1 percent a decade earlier. 


One major trade development has been the virtual loss of a 
market for U.S. corn in Switzerland. Compared to 1980 when 
Swiss imports of corn from the United States totaled $38 





million (70 percent of total corn imports). imports of U.S. 
corn dropped to almost zero in 1986. and amounted to only $2.6 
million (10 percent of the Swiss market) in 1987. The loss of 
market share was primarily to France and Italy. although in 
certain years Hungary and Austria accounted for major market 
shares. In another important development for corn trade, 
overall Swiss imports of corn dropped in 1986 and 1987 to a 
level almost 100,000 tons below the pattern of the previous 

8 years. This appears due in !arge part to Swiss government 
actions in determining supplementary charges on imported 
feedstuffs. Beginning in the latter part of 1985. these charges 
became relatively high for corn. 


Arbitrarily. the entire absolute decline in 1986 and 1987 of 
imports from the United States from the peak years of 1980-83 
can be attributed to three major commodity groups -- grains. 
oilseeds, and raw tobacco. With these commodity groups 
excluded, U.S. winners (like raw cotton) offset other losers. 
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